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“I never knew it could 


be like this . ” 



“I never knew it could 
be like this , either. ” 



Agenda 


How we got to 


where we are 

What the economic 
outlook is 


Some opportunities 
and challenges 


Economic Background 



How we came to have a recession 



Economic Background: the 1990s 


CPI: U.S. city average; All items; 1982-84=100; NSA 




Economic Background: the 1990s 


CPI: U.S. city average; All items less food and energy; 1982-84=100; N8A 




Alan Greenspan Gets 
Nervous Towards the 
End of the Decade 




Maybe he was always 

nervous 
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Economic Background: 
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Economic Background: 








Economic Background: 


SSP 500 Close 
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Economic Background: 


NASDAQ Composite Close 
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Economic Background: 


Fixed Investment as % of GDP 



Investment 

Recession 



Economic Background: 


Equipment & Software Investment as % of GDP 



Especially 

Computer-Related 



Economic Background: 


Personal consumption expenditures; Billions of chained 1996 dollars SAl 

Per i od-to-per i od percentage change at annual rates 
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Nervous 

Consumers 



Economic Background: 


Total Debt Service Payments; as Percent of Disposable Personal Incomi 
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...with debts 
to pay 



Economic Background: 



Sales of excess 
inventories 



Economic Background: 






Economic Background: 



California vs. US Unemployment Rate 

(Through October) 
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Economic Background: 
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U.S. Unemployment 
Rate for November: 
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The Jack Welch Model 

LARRY TISCH’S HUGE TRADING LOSSES 


BusinessWeek 



i 



AC 

Welch 

■■I'd 

GEWAY 

ROUEItT SLATER 


“At the end of the week 
we cut your paycheck ... 
we start afresh on 
Monday . ” 




At least his wife loves 

him. 



O.M 


“I want to make sure 
that everyone who has 
a job, wants a job.” 


George Bush ( Sr. ) 



1989 = 100 


Trend in HR Executive 
Employment 


HR Executive Employment vs. Total Employment 
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Economic Impact of 
Sept. 11, 2001 and 
Aftermath 
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U.S. ATTACKED 


HIJACKED JETS DESTROY TWIN TOWERS 
AND HIT PENTAGON IN DAY OF TERROR 





When will the recession end? 



Consensus forecast is 
second half of 2002 





UCLA Forecast 


U.S. 


2000 2001 2002 2003 


Nonfarm 


Employment 2.2% 0.5% 0.0% 0.7% 
Unemployment 4.0% 4.7% 6.0% 5.8% 
CPI 3.4% 3.1% 3.0% 2.7% 
Real GDP 4.1% 1.1% 0.4% 3.5% 


Bottom line : Shallow recession 
followed by lackluster recovery. 


UCLA Forecast 



9.8 2.1 1.3 5.6 


California Short-Term Forecast 
December, 2001 

)- 

Employment 

(Nonfarm, % Change) 

Personal Income 

(% Change, Current Dollars) 

Personal Income 

(% Change, 1996 Dollars 

Taxable Sales 

(% Change) 

Building Permits 

(Residential, Thous.) 

Unempl. Rate 

(Percent)' 



149 143 140 134 
4.9 5.2 6.3 6.2 


Note the difference between real 
income and employment 
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What is the key lesson 
to take away from the 
economic outlook? 



A point forecast is helpful 
as an “anchor” but for any 
organization it is necessary 
to look at downside 
contingencies as 
uncertainty rises 



What is the key lesson 
to take away from the 
economic outlook? 



A point forecast is helpful 
as an “anchor” but for any 
organization it is necessary 
to look at downside 
contingencies as 
uncertainty rises 



Prepare “Plan B” 
and hope you don ’t 
need it. 



A point forecast is helpful 
as an “anchor” but for any 
organization it is necessary 
to look at downside 
contingencies as 
uncertainty rises 



You want “insurance” 
for unlikely but 
unfortunate events 



Fire 


Collision 
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Life (death) 



California Net Natural Increase and 


(Thous.) 


Net Inmigration 
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Immigration 


Natural Increase 


In-migration mechanism dampens 
labor-market impact in California 





California Nonfarm Employment 
History & Forecast 
Vs. 2.5% Trend from 1990:3 
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SS53 History & Forecast — * 3% Trend Line 


But long-term effects of 
structural job loss linger 




Nonfarm Employment in Santa Clara County 

(Jan. 1990 to Oct. 2001, seasonally adjusted) 

(Thous.) 
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Silicon Valley and high-tech 
losses may be more structural 
than cyclical 


Remarkable shift in Bay Area commercial 
office space market that could affect demand 
for related personnel, e.g., janitors. Smaller 
effect elsewhere. 


California Office Vacancy Rates 

(Source: CB-Richard Ellis) 


Metropolitan 

2000Q3 

2001Q3 

M arket 

(percent) 

(percent) 

United States 

7.7 

11.6 

San Francisco 

1.9 

14.2 

Oakland 

2.4 

8.3 

San Jose 

1.1 

12.1 

Los Angeles 

11.1 

11.6 

Orange 

9.4 

14.0 

San Diego 

5.4 

9.3 



IT jobs are high-paid and so job 
losses in IT have a bigger impact 
on income than on employment 


Importance of IT sector 

Rest of U.S. 

12th District 
Arizona 
California 
Idaho 
Oregon 
Washington 
S.F. Bay Area 



□ Employment Share 
■ Payroll Share 




0 4 8 12 16 20 24 28 32 

Source: Bureau of Labor Statistics; IT definition Share 

from the American Electronics Association. 


IT accounts for 7% of California jobs 
but 17% of nonfarm payroll 


* Bay Area IT jobs account for 32% of 
payroll 

* Southern California IT jobs account 
for less than 10% of payroll 


Source: FRBSF Economic Letter, 11/9/01 


Impact of the Sept. 11 Attacks 

Excerpt from BLS Press Release 11/30/01 
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U S. ATTACKED 

HIJACKED JETS DESTROY TWIN TOWERS 
AND HIT PENTAGON IN DAY OF TERROR 


• After the events of Sept. 11 , BLS added a new 
code for reason for layoff, “non-natural disaster,” 
for use in the quarterly reporting of extended 
mass layoffs (those lasting more than 30 days). 


• In the 5 weeks following the Sept. 11 attacks (the 
weeks ending Sept. 15 through Oct. 13), 
employers reported 292 events involving 88,508 
workers separated as a direct or indirect effect of 
the attacks. 


• Twenty-seven states reported extended mass 
layoff activity related to the Sept. 11 incidents. 
However, 68% of these events and 72%of the 
associated separations occurred in just 6 states: 
California, Nevada, New York, Illinois, Texas, and 

Hawaii . 

• Among the workers laid off because of the 
terrorist attacks, 43%, or 37,730, had been 
employed in the scheduled air transportation 
industry. An additional 36%, or 32,161 workers, 
had been employed in hotels and motels. 

• 32% of the employers reporting extended mass 
layoffs related to the attacks indicated they 
anticipated some type of recall. 


Employment Change in Terror-Related Industries 

in California 
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Data not seasonally adjusted 


Some national 
“ bright ” spots in 
latest data 

• Employment growth 
September-November in: 

- Health services including 
hospitals, nursing homes, home 
health care 

- Local govt. 

• Employment not declining in 
services to buildings. Guard 
service jobs reportedly 
increasing. 



Seasonally-adjusted data 




• Regular old national 
recession that drags in 
California esp. S. Calif. 

• Bay Area: Dot com problem 

• Public sector recession 
reflecting regular old 
recession PLUS dot com 
problem PLUS past state 
fiscal policy 



California General Fund Surplus and Deficit 

$ Millions 




Big deficits in 
early 2000s 




California’s Public 

Sector 


• Official Budget Background 

- Prop 13 spreads state-level problem 
to local governments 

- Strong revenue inflow in late 1990s 
due to capital gains, stock options 

- Deficit at peak of business cycle is 
bad fiscal policy 

• Electricity Creates a Cash Crunch 

• State Officials in Denial Mode 



2/12/01: Hirsch and Mitchell, 
LA Times, op ed: 


“A s California 9 s electricity crisis 
unfolded , there was much talk 
about using the state 9 s 
“surplus 99 to fend off high 
energy costs . . . . There is one 
problem ... In the current fiscal 
year ending June 30 y California 
is running a deficit. And the 
budget proposals for next fiscal 
year similarly project a deficit. 99 



2/23/01 : Tim Gage, State 
Director of Finance, LA 
Times, Letter to the Editor 


“The charge by (Hirsch and 
Mitchell) that California is 
running a deficit is flatly 
untrue. 99 



What, me worry? 


California General Fund 
$ Millions 
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Revenues exceed 
expenditures in boom of 

late 1990s 


2002-03 




In FY 2000-01, personal income 
taxes produced $17 billion in 
revenue from capital gains (22 % 
of general fund revenue. 


Legislative Analyst’s Budget 
Projections Indicate 
“Structural” Problem 


Figure 3 

Gap Between Revenues and Expenditures to Persist 


General Fund 
(In Billions) 



Forecast 


Recovery from recession does not 
end deficit. 


“That which cannot go 
on forever must come to 

an end . ” 



Herb Stein 


K-14 under Prop 98 and 
debt service are not 
discretionary expenditures 


General Fund Expenditures: 2001-02 

All other 




If California were a 
country, it would be 

the... 



largest country in the world 
depending on the year chosen. 

Despite what it says on the 
flag , we are not an 
independent ( economic ) 
republic. 


We also have no 
grizzly bears! 



California has no 
Alan Greenspan 


There is no 

California 

currency 




• California 
can’t print 
money 

• Its govt, can’t 
run big deficits 
for long 


California’s economy mirrors the 
national economy; the state is not an 
economically independent entity. 


Percent Change in Nonfarm Payroll Employment 
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Opportunities and 
Challenges 


• Sources of public funding 

- Security 

- Self-taxation 

• Collective bargaining issues 

— Public: Avoid gridlock in 
Sacramento on budget and 
electricity 

— Private: A particular airline 
issue 




Lessons from 
the Cold War 






How Dan Mitchell got 
his PhD education 
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IT IS CIRCLING THE GLOBE AT 18,000 M. P. ft; 
SPHERE TRACKED IN 4 CROSSINGS OVER ft. S. 
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National Defense 
Education Act 


• Passed with bipartisan 
support in 1958 


• “The Congress finds that an 
educational emergency exists 
and requires action by the 
federal government. 

Assistance will come from 
Washington to help develop as 
rapidly as possible those skills 
essential to the national ;\cui Work times 

SO VIET FIRES EARTH SA TELLITE INTO SPA CE; 
IT IS CIRCLING THE GLOBE AT 18.000 M. P. H.; 

defense.” 


SPHERE TRACKED IN 4 CROSSINGS OVER U. S. 



“ Germany ... made me see the wisdom 

of broader ribbons across the land. ” 
Dwight D. Eisenhower 



Interstate and Defense 
Highway System 



Begun in 1956 under the 
Federal- Aid Highway Act 
with bipartisan support 


Lessons from the Cold War 
suggest “security” theme 
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National Security 


• Health services 

- Emergency rooms 

- Public health 
agencies 



• Protective service workers 


- Police 

- Fire 

- Private 

Various high-tech 



OH 



( 1 ) 
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Bromothymol blue 


yellow (pH < 7) 


Michael Kaufman/Imps 


Industry Self-Taxation 


• Business Improvement Districts 



• Tourism 



It UNITED 


Special case of United Airlines 

• Airline industry remained relatively 
highly unionized despite 
deregulation 

• United is majority employee owned 
(since 1994) 

• Craft union structure complicates 
union strategy coordination 

• About 100,000 employees 
worldwide before 9/11 

• Spillover effects if airline fails 

- Related non-airline workers (service 
and mfg.) 

- Organizing campaigns elsewhere in 
industry, e.g., Delta 




“Economics is 
extremely useful as a 
form of employment 
for economists.” 


John Kenneth Galbraith 




The Economic Outlook 
aka the Need for Plan B 



Daniel J.B. Mitchell 
Ho-su Wu Professor 

UCLA 

December 11-12, 2001 





